Introduction
The service sector dominates the Australian economy. At the beginning of the 21st century it accounted for more than three-quarters of output and 80 per cent of employment (McLachlan, Clark & Monday 2002 ) . The service sector has been referred to as the 'Cinderella sector' because it is one of the least understood sectors of the economy (Daniels 1993 ; Miles & Boden 2000 ) . A key problem in this respect is its heterogeneous nature: it is highly diversii ed, making it dii cult to draw overall conclusions about its development and linkages to other parts of the economy. In acknowledging the growing signii cance of the service economy, this chapter reviews the pattern of growth and places the Australian experience within the context of broader worldwide trends. In doing so it addresses a number of questions. What has been the pattern of development? How can this pattern be explained? What are the drivers inl uencing sub-sector development? What contribution does the service sector make to broader economic welfare? D e i ning the service sector
The nature of the service sector makes it very dii cult to classify in a meaningful way. Services may range from high-skilled, knowledge-driven activities to low-skilled and low-paid occupations. Conventional methodologies of classii cation do not fully capture the diversity and complexity of the range of services provided (Pilat 2001 ) . There is no generally accepted dei nition of services; in fact, services have been more commonly dei ned by what they are not rather than what they are. A. G. B. Fisher ( 1935 ) and Colin Clark ( 1940 ) were among the i rst to identify and classify service activities. In classifying economic activity into particular types they distinguished between primary, secondary and tertiary industries.
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The service economy Monica Keneley While primary and secondary industries i tted neatly into a dei nitional model, the tertiary sector was assumed to incorporate all other economic pursuits. It was the 'residual' after the other two sectors were accounted for.
The diversii ed nature of the service sector not only creates dei nitional problems, but it also makes classii cation for evaluation purposes dii cult. The conventional approach adopted has been to rely on an industrial classiication system. In Australia this has been the ANZSIC. Following the Fisher/ Clark model of the three-sector economy, industries are classii ed according to whether their key functions are agriculture, mining, manufacturing or service. Fourteen industry groups fall within the service category, ranging from trade to education, government, recreational and personal services. However, such systems of classii cation have been criticised as not useful. They tend to understate the degree of integration between manufacturing and services and the sector's increasing complexity (Pilat 2001 ) .
Dif ering approaches to classifying services have emerged in the last three decades. A common theme has been the need to disaggregate data in order to provide an analytical tool that would encourage deeper insights into the nature and development of the various components of the sector.
An outcome of this work has been an increasing focus on a more marketbased approach to classii cation. Browning and Singelmann ( 1978 ) proposed a modii cation of the Fisher/Clark three-sector model, suggesting that a six-sector model was more practical. The major dif erence in this approach was that the service sector was divided into more homogenous groups. Furthermore, these groups were assumed to be sectors in themselves and not sub-sectors of the tertiary sector. The sectoral analysis undertaken by Browning and Singelmann distinguished between distributive services (transport and commercial trade), producer services (services to other industries), social services (health and welfare) and personal services (services to individuals). Elfring ( 1989a ) adopted a similar classii cation, although he did not see each sector as discrete but rather as sub-sectors of the broader service sector. A benei t of this type of classii cation is that it enables trends in particular types of services to be more easily identii ed and analysed. However, such typologies have been criticised because they don't capture total employment in services. By focusing on industry -that is, service-producing i rmsthe contribution of 'in-house' services are not included (McLachlan, Clark & Monday. 2002 ) .
The approach taken in this chapter is based on the taxonomies used by Browning and Singelmann ( 1978 ) , Elfring ( 1988 ) and McLachlan, Clark and Monday ( 2002 ) . The service sector is divided into i ve service categories: producer, distribution, social, personal, and construction and utilities. Producer services are distinct from consumer services. They relate primarily to production and investment decisions and support these processes. Elfring ( 1989a ) suggests that the focus is largely on the transfer of knowledge and information. Included in this category are i nancial and accounting services. Distribution services refer to the circulation and dissemination of commodities and information. Transport and trade make up the bulk of services in this category. Personal services are linked to consumer demand and, therefore, income. The range of activities within this category varies from entertainment and recreation to domestic services and accommodation. Social services are dif erentiated from personal services by the nature of the providers. Such services tend to be provided by government, professionals and notfor-proi t organisations. Health, education and other government services fall into this group. The i nal category is construction and utilities and includes building and non-building construction and the provision of electricity, gas and water. 
Patterns of development
The growing sophistication of colonial economies from the mid 19th century onwards encouraged the growth of service industries. By the time of Federation in 1901, nearly 50 per cent of the workforce was employed in a range of service-sector activities. Key drivers of this expansion were the growth of the agricultural and industrial sectors, urbanisation and the emergence of a middle class . Ville (this volume) highlights the growth of the wool industry and the impetus it provided for business and economic development in the colonies. It also created the demand for supporting services to facilitate the production and marketing of the wool clip . As pastoral enterprises grew in the 1840s, the demand for specii c services to support expansion increased. Stock and station agents emerged to deliver sales services (Ville 2000 (Ville , 2009 . As the industry continued to expand, these services grew to encompass a wide range of facilities, from the provision of materials to i nancing and broking. Over time the more successful agents grew to form the large pastoral companies, such as Dalgety s and Goldsborough Mort , that have played an intrinsic part in the history of the wool industry.
From the 1860s onwards a sustained period of economic prosperity encouraged the growth of the services. Real GDP grew at an average of 4.8 per cent in the period 1861-89. Although colonial populations were increasing, per capita GDP expanded at a rate of 1.3 per cent (Maddock & McLean 1987 ).
An outcome of this trend was the increased demand for a wide variety of services. Construction services increased as the demand for housing increased . Associated with this was the emergence of a variety of specialist i nancial institutions to service the need for funds. Permanent building societies and savings banks were established specii cally to i nance house building . The growth in per capita income and the emerging middle class also led to a demand for other types of i nancial products, such as life insurance. The appearance of large mutual insurers, such as AMP, National Mutual and Colonial Mutual, occurred at this time.
Further impetus for the development of the service sector came with the growth and expansion of the capital cities as centres of industrial and commercial activity. Frost (this volume) outlines the progress and pace of urban development. Twenty-i ve years after it was founded, Melbourne was ranked with the largest cities in North America in terms of its population. The cities of Sydney and Adelaide expanded in a similar manner (Frost 1998 ). As capital cities expanded, the need for specii c services grew. The supply of dif erent modes of transport services increased in response. Cable trams were introduced into cities such as Melbourne in the 1880s . Suburban rail networks also expanded at this time to further cater for the urban traveller . Governments played an active role in the provision of rail transport both in urban and country areas. They also accepted responsibility for the delivery of utilities such as water, sewerage and electricity.
From the 1880s economic growth and its associated increase in disposable income fostered the development of new industries designed to cater for the leisure activities of the growing middle classes. The uniqueness of the Australian landscape encouraged travel as a pastime. Excursions to the seaside, mountain ranges and caves became a popular form of entertainment from the mid 19th century onwards. The spread of rail networks and more regular coach services further contributed to the appeal of these activities . Services grew to provide the necessary amenities. Accommodation in the form of grand hotels and chalets provided luxury experiences for the wealthy. Those with a more restricted budget were able to i nd less extravagant service in one of the myriad guest houses that clustered around resort towns such as Lorne in Victoria or Katoomba in the Blue Mountains of New South Wales (Davidson & Spearrit 2000 ) . The appeal of the guest house and grand hotel was the level of domestic comfort provided. Meals and entertainment were supplied and servants employed to wait on guests. The network of services that grew to support and maintain this activity formed the early basis of a tourist industry that has become an integral part of the fabric of the Australian economy.
The history of service development in the 19th century was one of response to the transformation of colonial agricultural economies into industrial and urban states. Many of these services were new, rel ecting both the development of more modern business practice and the dif usion of new technologies. The trends in service delivery established at this time provided the foundation on which the sector developed in the 20th century.
The contribution of the sector to employment opportunities, the combination of public and private provision, and responsiveness to the demands of the rest of the economy are characteristics that have determined the pattern of growth into the 20th century.
The relative trends in the service sector's share of employment are illustrated in Figure 17 .1 . It has increased progressively since the mid-1960s and in 2010 employment in services represented 86 per cent of the total employed. In comparison, manufacturing has never accounted for more than 30 per cent of employment, a rate that it achieved in the mid-1960s at the height of the postwar boom. Since that time, manufacturing's share has declined continuously, to a point where it fell below 10 per cent in 2007. A similar pattern is evident in employment trends in agriculture, which have continued to decline in the post-World War 2 period and have been less than 10 per cent of total employment since the 1960s . Employment in the mining sector has been relatively stable by comparison but has remained at less than 10 per cent of the total over the past century.
Employment data may present an inl ated estimate of the signii cance of the service sector, which tends to be more labour-intensive than other sectors. However, it is corroborated by output data that also points to the importance of this part of the economy. In 1901 services represented 49 per cent of GDP compared with manufacturing at 11 per cent, agriculture at 19 per cent and mining at 11 per cent. In 1995 services accounted for 64 per cent, manufacturing 16 per cent, agriculture 3 per cent and mining 1901 1917 1925 1933 1941 1949 1957 1965 1973 1981 1989 1997 4 per cent (Foster 1996 ) . In line with employment data, the service-sector share of GVA is large compared to other sectors of the economy. In 1975 the proportion of GVA attributed to services was 70 per cent. This had risen to 79 per cent in 2010. Over a similar period of time the GVA of mining had risen from 8 per cent to 9 per cent. Manufacturing had fallen from 19 per cent to 10 per cent and agriculture from 4 per cent to 3 per cent (ABS 2012c , Table 6 ).
The service sector has historically represented a signii cant share of output and employment. This has implications for the overall performance of the Australian economy. The sector has often been characterised as being a 'productivity laggard'. International comparisons suggest that the Australian service sector has performed well in terms of productivity. Broadberry and Irwin ( 2007 ) report that labour productivity in the Australian service sector grew more slowly than in Britain before World War 1. However, in the post-World War 2 period productivity growth exceeded that of the United Kingdom. One explanation for this dif erential may lie in the structural rigidities of the British economy. In analysing comparative British and American productivity data, Broadberry and Ghoshal ( 2002 ) conclude that labour productivity was greater in the United States principally because of trends in services. In this respect it was the emergence of the modern business enterprise and associated adoption of technological innovations, particularly in the market service industries, that drove productivity improvements in that country. Conversely, it was the slower growth of the modern business enterprise in Britain that retarded productivity growth in that country . The Australian experience of service-sector productivity lies between these two countries. There is no consistent data indicating long-term productivity trends; available evidence points to conl icting trends in the postwar period. A snapshot of selected services presented by Carter ( 1987 ) indicated that labour productivity in producer services such as i nance grew at a rate of 1.3 per cent in the decade 1949-51 to 1959-61 and then at -0.2 per cent between 1970-71 and 1980-81. In fact, for that decade labour productivity in all other major services, with the exception of transport and communication, grew at a rate of less than 1 per cent. During that time, productivity in agriculture grew at a rate of 2.1 per cent, mining 3.7 per cent and manufacturing 2.8 per cent. McLachlan, Clark and Monday ( 2002 ) make the point that relatively low productivity growth recorded by some services may be a rel ection of dii culties in accounting for quality improvements. Thus, early data on productivity in services can only provide an approximate measure of contribution. All the evidence suggests that labour-productivity rates in the 1970s were substantially less than other sectors of the economy. However, it is not possible to determine the exact magnitude of this dif erence.
The application of more sophisticated data collection and analysis tools has improved estimates of service-sector performance. McLachlan, Clark and Monday ( 2002 ) i nd that average labour-productivity growth in Australia between 1984 and 1998 was marginally above the OECD average. Average annual productivity growth between 1984 and 1998 was estimated to be 2.4 per cent for agriculture, 2.3 per cent for mining and 1.5 per cent for manufacturing. Productivity growth in services as a whole was 1.4 per cent. This compares to the United States, which had an average growth rate of 0.9 per cent for the same period . Sections of the service economy such as utilities and communications have experienced average growth rates in excess of this. For the same period, productivity in utilities grew at an average annual rate of 8.4 per cent and communication 4.6 per cent (McLachlan, Clark & Monday 2002 ) .
The diverse nature of the services makes it dii cult to draw absolute conclusions about the productivity of the sector. A more detailed analysis of productivity trends is given in Madsen (this volume). From the brief outline above it would appear that the Australian experience compares favourably to other countries. However, it is evident that some services consistently outperform others. Utilities and distribution services are the leaders in this respect, with rates of growth consistently above the average.
Drilling down into the patterns of growth within the sub-sectors, the rise and decline of certain industries becomes more apparent. Table 17 .2 provides a picture of what is happening in the various services sub-sectors.
The growth in producer services, which is consistently above that of total service-sector employment, rel ects the maturation of the economy and the changing nature of the business enterprise. Studies of the patterns of change in employment in producer services in other regions, such as Europe and the United States, suggest that the jump in the demand for producer services increased after World War 2 (Elfring 1989b ) . This also appears to be the case in Australia. The increase in employment during the decade of the 1940s occurred after 1945 and continued for the next decade or more. A key factor in this shift has been attributed to the emergence of the multidivisional (M-form) enterprise . The move to a divisional structure encouraged a shift away from in-house production of all ancillary services to the outsourcing of these functions (Elfring 1989a ) . This, together with the application of new oi ce technologies, led not only to the growth of producer services but also to an increase in their productivity (Broadberry & Ghoshal 2002 ) .
The upward trend in employment in producer services was broken during the decade of the 1990s. A closer inspection of the data for that period indicates that the reason for this was a decline in employment in the i nance and insurance industries. The decline in this area is most likely attributed to the market adjustment in the wake of the i nancial market deregulation . The privatisation of government banks, demutualisation of major insurers and increased international competition were associated with industry restructure that saw employment in this sector fall.
Employment in distribution services did not grow as rapidly as producer services or construction and utilities. For most of the century the trend was less than that of the total service sector. Wholesale and retailing comprise the largest share of employment in distribution services . During the 20th century the nature of this industry progressively evolved from being characterised by the small shopkeeper at the start of the century to being dominated by large retail giants at the end. The spread of online technologies in the 21st century continues to place pressure on the business models of retailers. The i rst department stores emerged in the late 19th century as entrepreneurial businessmen took advantage of marketing opportunities. David Jones, Grace Brothers, Myers, and Hordern and Sons developed as retail empires at (1997-2011 ). this time. In the 1920s a further innovation, the chain store, appeared. Based on the American concept of 'cash and carry', these stores presented a new approach to retailing, allowing goods bought in bulk directly from suppliers to be sold to the public at reduced prices. Direct buying from manufacturers reduced the need for wholesale services. The expansion of this model after World War 2 inspired the creation of suburban shopping malls. In the later part of the 20th-century, mergers and acquisitions further changed the retail environment, with retail conglomerates such as Wesfarmers and Woolworths dominating the landscape. The types of employment opportunities available in personal services have changed quite markedly since the beginning of the 20th century. At that time most jobs were in domestic service and the majority of those employed in that area were women (Carter 1987 ; Higman 2002 ) . The advent of domestic labour-saving devices and rising wage costs were associated with reduced employment opportunities. In the last three decades employment opportunities in Australia have increased in line with the experience in Europe and the United States (Elfring 1989a ). The increased participation of women in the workforce was one factor that contributed to this trend . This has been associated with an increase in the number of two-income families. The resulting increase in discretionary income created a demand for a wide range of personal services. Some replaced those conventionally undertaken by women in the home; others fostered the growth of a range of new types of entertainment and lifestyle businesses.
Social services are closely linked to government commitment to essential services, such as defence, education, health and welfare. In both world wars employment in social services grew as the country was put on a war footing. The return to peacetime activities in both cases saw a fall in employment in this sector. A more sustained increase, however, occurred with the expansion of the mixed economy in the postwar period. The years of the Whitlam government (1972-75) represented a period of signii cant support for these services. The extension of specii c services such as children's, women's, aged and disability services occurred at this time (Harris & McDonald 2000 ) . Later falls in the rate of employment growth after 1990 were associated with the exit of government from many of these services.
The pattern of employment growth, particularly in the latter half of the 20th century, rel ected that of other western economies (Elfring 1989a ). The growth of employment in producer services was consistently above that of the sector as a whole. There was a slowdown in the growth of opportunities in social services and an increase in personal services. The breakdown of data into sub-sectors highlights the variability in the contribution of dif erent types of services and points to links with broader socioeconomic trends that are not so apparent at an aggregate level.
Explaining the contribution of services to the economy Early attempts at explaining the pattern of growth in services date back to the works of Fisher ( 1935 ) and Clark ( 1940 ) . The Fisher/Clark hypothesis suggested that long-run development was associated with structural change as the economy moved from an agrarian base to an industrial base. Fisher argued that as the economy developed and incomes rose, the demand for services would increase, leading to an expansion of service-sector employment. Clark, on the other hand, while acknowledging that high income elasticities were a factor, focused more on the supply side. He considered that lower productivity growth in the service sector relative to the other sectors would lead to an increase in employment in that sector (discussed in Carter 1987 ). Whatever the driver, both Fisher and Clark felt that over time there would be a sustained movement of resources into the service sector of the economy. The implication of this approach for the modern economy was that as per capita income increased, there would be a discernible shift, both in terms of output and employment, to the service sector.
The Fisher/Clark model has been criticised on several fronts. Later studies suggest that the relationship between income and the proportion of services to GDP is not as strong as i rst believed (Summers 1985 ; Schkett & Yocarini 2006 ) . The crux of the criticism was that the model was an oversimplii cation of the development process that failed to fully take account of the diversity of the service sector (Katouzian 1970 ; Browning & Singelmann 1978 ; Dowie 1970 ) .
In the 1970s the debate over the contribution of services to modern industrial economies was extended with new contributions from sociologists, geographers and political scientists. The theory of the post-industrial society suggested that with growing al uence spending patterns became more sophisticated. Consumer preferences shifted to services that were seen as 'superior' goods. The outcome of this trend was to move the pattern of demand away from the goods sector to the service sector. The result was an increase in employment and output in that sector. An upgrade in the labour force was also associated with this process as the growth of the service sector was associated with an increase in skilled and professional workers (Bell 1973 ; Miles 1993 ).
An opposing argument was to see the growth of service industries in a negative light. William Baumol ( 1967 ) put forward a model of unbalanced growth, in which he distinguished between sectors of the economy that were 'progressive' and associated with rising labour productivity and those that were not. In non-progressive sectors of the economy, productivity increased very slowly, if at all. In this respect the expansion of service-sector employment occurred because of dif erentials in productivity growth, not a shift in demand for service products. This trend had implications for the wider economy. Productivity growth was shared across the economy in the form of rising wages. This meant that the cost of providing fewer productive goods and services increased over time. Lack of productivity growth in the service sector leads to what is known as Baumol's 'cost disease' (Baumol 1967 ; Schkett & Yorcarini 2006 ) . At an aggregated level, empirical evidence of productivity dif erentials from the 1960s has supported Baumol's thesis. Withers ( 1980 ) argues that such pessimism is not fully warranted. In a study of the performing arts industry he found that the wage-productivity relationship that produced changes in relative costs could also produce positive ef ects on demand. The income ef ect associated with wages growth was found to be of sui cient magnitude as to encourage growth in attendance rates and contribute to supporting the future growth of the industry.
The broader contributions of service-sector industries
The service sector has made a substantial contribution to net economic welfare in a variety of ways. In this section three themes are investigated. These themes, professionalisation, innovation and regulatory inl uences, all reveal more of the signii cance of the service sector to the economy.
Professionalisation
As the economy has developed in the 20th century, service industries have become more sophisticated, requiring greater levels of skills and qualii cations. The development of services has been associated with the professionalisation of industries, resulting in higher-level activities that in turn have provided the foundations for further economic growth. Boyce ( 2006 ) argues that the professions and their respective associations act as systems that support dii cult transactions, involving abstract, procedural and embodied knowledge, that are required to sustain growth. Many of the skills involved in the provision of services, particularly producer and social services, are knowledge-based. Accounting, legal, medical and health services, for example, all involve a high degree of specialised knowledge. The professions have played a vital role in furthering knowledge systems, creating standards of quality and ensuring the credibility of specialised information. In doing so, they have supported the continued transmission of knowledge and skills.
The relationship between business and the professions has encouraged a two-way l ow of information and knowledge. Businesses gained from the expertise provided by engineers, accountants and lawyers, to name just a few. On the other hand, it was the support provided by business that allowed the practitioners of these skills to further progress their profession. The development of the actuarial profession is a case in point. The major insurance companies, such as AMP, National Mutual and Colonial Mutual, fostered the growth of this profession. The actuaries employed by these organisations were instrumental in driving the professionalisation of this vocation and in the formation and development of its professional association (Bellis 1997 ; Blainey 1999 ).
Accountants were another profession that benei ted from a close relationship with business. The expansion of colonial economies in the wake of the gold rushes was associated with an increase in the demand for business skills that went beyond that of functional bookkeeping. The introduction of regulations governing companies and the spread of the limited liability company reinforced the demand for higher-level skills such as auditing (Carnegie & Edwards 2001 ) . By the end of the 19th century, professional associations had emerged.
The services provided by accountants expanded as the regulatory and legal framework governing the operation of businesses became more complex. The professional status of accountants grew as they were called on to undertake a wider range of tasks requiring a higher degree of specialised knowledge. While the skills of management accountants were in demand within the corporation, those of public accountants were also called for in an increasing capacity. Specialised accounting i rms providing facilities to business expanded to become major entities as the demand for auditing and compliance services grew. During the 1960s and 1970s mergers between international accounting networks operating in Australia occurred, creating the 'Big Eight'. 1 The roles of these i rms also extended beyond simple auditing services to include a range of business and professional functions.
Other professions also l ourished as governments took a more active role in the regulatory environment. The legal profession developed as the interface between the state and corporations became more complex. Lawyers played an important role in translating new legislation and resolving issues surrounding new legal requirements. In adopting a number of roles in both the public and private sectors, they have facilitated the transmission of knowledge between legislators and the broader public (Lipartitor & Miranti 1998 ). Like accountants, lawyers built on the demand for their skills to establish their professional credentials. During the 20th century, the legal profession evolved from its basis of small family partnerships to become dominated by the large corporate law i rms that have become an integral part of the modern business landscape. In the 19th century, the legal profession was largely made up of small partnerships or sole providers of legal services. In the larger urban centres such as Melbourne and Sydney, leading i rms were very often family partnerships. A dynastic tradition evolved whereby only members of the family could become partners of these i rms; non-family members were generally excluded. The basis of the business of these i rms was built on long-established networks and connections with business leaders . The partners of these law i rms provided the formal skills but the bulk of the legal work was undertaken by law clerks (Mendelsohn & Lippman 1979 ) . Although this system started to break down in the 1920s, it was not until after World War 1 that the shift to the employment of nonfamily lawyers as partners began to gain momentum. During the 1950s and 1960s the model of business began to evolve in response to the growth of the economy and the corporate sector. Family i rms that did not modernise lost their status as leaders in their i eld and a new organisational structure appeared. The expansion of the economy brought with it an increasing demand for new legal services, especially in the areas of taxation, securities and company law. The need for law i rms to employ specialist legal advisers in these i elds contributed to the changing structure of these organisations. The growth in the number of qualii ed legal practitioners within the i rm led to the employment of the oi ce manager to coordinate the activities of these professionals. Clerks were replaced by articled clerks working towards their professional qualii cation and the small family legal i rm became increasingly less competitive. Mendelsohn and Lippman ( 1979 ) argue that the transformation of the character of the leading law i rms that emerged was 'almost a mirror rel ection' of the changes to the economy. As the style of business activity changed and became more complex with the expansion of multinational corporations and the growth of Australian companies, so too did the skills of the legal profession. The legal i rms that emerged in the 1960s were the forerunners of the large corporate law i rms in existence today. These i rms have now become international players, expanding into the Asia-Pacii c region in the 2000s.
As economic transactions have become more complex, the need for specialised knowledge has increased. The various professions have supported this function and in doing so have matured to play an essential role in the business sector. The ability of lawyers, accountants, engineers and others to adapt and incorporate new knowledge in the services they provide has been a foundation block for the further development of the Australian economy and society.
Innovation
Magee (this volume) makes the point that the supply of technological ideas has embraced all sectors. However, the contribution of the service sector to innovation processes and the role service sector industries play in encouraging technological development have only recently become the focus of academic debate. Early analysis of the service sector suggested that service industries were characterised by low productivity and low levels of technology (Evangelista 2000 ) . This view was challenged in the 1980s by empirical research that found many service industries were actively involved in innovation, especially through the introduction of ICT. Miles ( 2000 ) suggests that there are three broad conclusions that can be made about the role of services in fostering innovation. First, service industries play an important role as intermediaries in innovation systems. Second, service industries play a role as orchestrators of innovation across supply chains . Third, many service industries are not well linked into technologically innovative systems. Some services have less scope for innovation than others; child care, domestic services and personal services such as hairdressing require low levels of technology and practices haven't altered much in several decades (Standing Committee on Economics Finance and Public Administration 2007 ).
However, just because a service industry is not technologically driven does not mean that it is not innovative. New ways of delivering services in response to changing consumer tastes have transformed some services in the post-World War 2 period. The food outlet industry, for example, is very different to that of 40 years ago. The range of food styles available in restaurants has expanded to include a vast array of nationalities and dietary alternatives. The takeaway food business has developed beyond the corner i sh and chip shop to encompass the range from multinational fast food chains to specialised niche market cuisine (DIISR 2009 ).
The provision of personal services has also been innovative in other ways. For example, outsourcing and the spread of franchising have corporatised services that were once provided on a small and limited scale. Microbusinesses have grown to become successful corporate enterprises through this process. The spread of franchises, such as 'Jim's Mowing', is a case in point (DIISR 2009 ) .
At the other end of the spectrum, there are some service industries that are highly technologically driven. Broadberry and Ghoshal ( 2002 ) argue that the transition to modern business-enterprise structures in services would not have occurred without the ability to adopt new technologies. In particular, service industries that are dependent on the l ow and management of information tend to be very technologically sophisticated. Financial intermediaries fall into this category. Insurance companies, for example, have not only needed to process large volumes of data, but also ensure its accuracy. Prior to World War 2 this was achieved with the aid of a complex system of data collection and verii cation that was very labour-intensive. The cost of maintaining this type of system in the postwar period drove the search for alternative methods of data management. The search for more ei cient and accurate ways of processing information was almost an industry in itself. In 1949, insurance companies, such as AMP, acquired the latest Hollerith punchedcard machines. These allowed the compilation of accounting and statistical data that had previously been too costly to produce (Keneley 2009 ). While this innovation radically altered back-oi ce routines, it was replaced within a decade with the computer. The i rst commercially available computers were acquired by insurance companies from 1958 onwards. Shipped in pieces from the United States, they were assembled in purpose-built facilities, usually in the basement of head oi ce. These innovations had far-reaching consequences for the operations of insurance i rms. To be used ef ectively these machines required the centralisation of bookkeeping and record-keeping procedures. Fundamental changes in the organisational structure of insurance oi ces began to occur in the wake of this new technology. The centralisation of oi ce functions encouraged reorganisation along functional lines and the branch system of management was replaced with a multidivisional structure. Specialisation within the organisational structure increased and new skills were developed. It was from this basis that insurance companies began to evolve into diversii ed i nancial intermediaries (Keneley 2009 ).
Similar experiences are also evident in the banking sector. Early technological advances, such as the telephone, typewriter and adding machine, were adopted quickly by banks. These inventions enabled them to conduct their business more ei ciently. Telephones facilitated communication between branches, allowing banks to maintain their branch networks. Typewriters and adding machines altered the pace of work and the skill levels required. One outcome was to encourage the employment of female clerks (Seltzer 2004 ) .
Like insurance companies, banks had issues associated with managing large volumes of data. By the 1950s the banking business and its associated data-processing needs were growing rapidly. The cheque-clearing facility was a case in point. As a core function of the banking system it needed to work as ei ciently as possible. The growth in the economy and associated demand and supply of cheques sparked the search for automated solutions to processing. The introduction of an electronic reading and recording device by the Bank of America in 1955 provided a solution to this problem (Batiz Lazo & Wardley 2007 ) . From that point on the move to computerisation of backoi ce functions gained momentum, and accounting and record management procedures were progressively altered over the next two decades. However, the most sweeping changes to banking practice were to occur in respect to the services of ered to bank customers. Starting with the introduction of credit cards in the 1970s, technological innovation allowed banks to extend retail services and of er new forms of intermediation. The spread of ATM s, telephone banking, EFTPOS and internet banking have changed the face of retail banking. Westpac introduced the i rst ATM in 1981 and EFTPOS two years later (Davidson & Salsbury 2005 ) . Telephone banking was introduced by ANZ in 1985. Internet banking i rst appeared in the mid-1990s. Innovation in distribution channels has altered the ways in which banks operate and bank customers make use of bank facilities. This has changed the nature and role of the bank branch from that of bank-account management to product provider supplying retail customers with an array of i nancial products.
Technological innovation may also be facilitated by knowledge-intensive or professional services i rms that provide the expertise necessary to assist organisations with the implementation of new methods of production. Business and management consultancy i rms fall into this category. They emerged in Australia after World War 2 in response to the demands associated with the expansion of the mining and manufacturing sectors (Wright 2000 ) . Initially, the focus of the management consultant revolved around industrial engineering and i nancial controls as new techniques of management accounting were increasingly adopted to monitor labour costs and productivity. By the late 1950s the facilities of consulting agencies were branching out into executive recruiting, personnel, management training and marketing. These i rms evolved to of er more sophisticated services in the 1960s. With the adoption of computer technologies, consultants became important providers of EDP advice. For example, a leading management consultancy at the time (P. A. Australia ) developed one of the i rst integrated data management systems for ICI Plastics Australia in 1963 (Wright 2000 . EDP services also became a focus for the large accounting i rms that expanded into consulting services in the 1970s. Throughout the 1980s and 1990s management consultants continued to diversify, adding services such as strategic planning and corporate strategy to their repertoires. The consulting services industry has played a key role in promoting innovation through the dissemination of knowledge and providing solutions that encourage the adoption of emerging technologies.
While historically the service sector may have been assumed to lag behind in the uptake of new technology, it is clear now that this is not the case. Technology-producing services are an essential part of the innovation process and have encouraged the uptake of new technology throughout the economy.
Regulatory inl uences
Governments have traditionally played an important role in the service sector. Intervention was used to pursue a variety of economic and social objectives and it took dif erent forms. Public provision of services was seen as a solution to situations in which the market was perceived to have failed. Utilities , transport infrastructure and telecommunications were examples of services owned and provided by governments at both the state and federal level . Regulatory devices were used to control market conduct to ensure equity in the distribution of particular services or protect Australian businesses. Broadcasting licences, banking controls and the two-airline policy are examples of regulatory systems that have inl uenced the provision of particular services. Government spending was also used to support the growth of services supplied by other organisations, principally from the not-for-proi t sector. Community services was one area that expanded with the encouragement of government funding in support of the welfare state . Quiggin ( 1999 ) argues that Australia led the way in the public provision of social welfare services, post and telecommunications, roads and railways, public education and health services. What was seen as an advanced experiment in the 19th century was replicated in other western countries in the 20th century.
The last two decades of the 20th century witnessed a reversal of the mixed-economy approach to service provision. The election of the Thatcher government in the United Kingdom and its ensuing pursuit of a privatisation agenda marked a dramatic shift in attitudes to the role of the state in the provision of services. In Australia, similar policies were adopted, with government-owned services sold of or corporatised. During the 1980s and 1990s the process of economic rationalisation gathered pace. Borland (this volume) traces the motivations for microeconomic reform in more detail. In respect to government support for services, the common theme was the adoption of a market-oriented approach to funding and service provision. This approach was characterised by the sale of government-owned services at both the federal and state level. Australia's privatisation program, which began in the early 1990s, was one of the largest in the OECD. Its focus was on enterprises providing services such as transport, communications, electricity and i nance. At the federal level the sale of transport services (e.g. airlines, airports, rail and port facilities) and communications businesses (e.g. Telstra , Aussat , AeroSpace Technologies) was the most signii cant in the privatisation program. At the state level, banks, insurance oi ces and utilities dominated (RBA 1997 ) . In conjunction with the sale of state-owned services, regulatory reform and the pressure to reduce reliance on government funding led to new approaches to service provision. This was particularly so in the areas of social services such as community services, health and education. The discourse revolved around the need to contain the cost of services and maximise ei ciency of delivery. New frameworks of practice were introduced, such as contracting and tendering to private providers. The net ef ect of these changes has been to marketise services that had previously not been subject to market forces.
Changes in the regulatory environment surrounding service markets have also been associated with the liberalisation of trade and a lifting of barriers to trade in global markets. The trade in services has expanded accordingly to become a key component of international transactions. Since 1980, Australia's services exports have grown at an average annual rate that outpaces that of goods exports (ACCI 2011 ).
The traditional view of services was that they had essential characteristics that made them dii cult to trade. Two key features were thought to contribute to their non-tradability. First, they were non-storable, meaning that they needed to be consumed in the same location at the same time. Second was their intangibility, meaning that it was dii cult to monitor quality without close interaction between buyers and sellers (Miozzo & Soete 2001 ) . Technological innovation has helped overcome these drawbacks. Advances in information technologies have increased transportability, allowing transactions to occur in dif erent locations and dif erent times. It has also reduced the problem of information asymmetry and the need for a direct relationship between buyers and sellers to monitor quality (Miozzo & Soete 2001 ) . Globalisation has further facilitated the trade in services by encouraging the integration of markets and generating increased demand for new types of services.
Key components of the trade in services are education and travel. These represented 63.2 per cent of exports in trade in 2009 -10 (ACCI 2011 . Education developed as a tradable service from the mid-1980s onwards. Prior to that it had been part of a subsidised program that grew out of the Colombo Plan. This plan, introduced in 1951, represented a cooperative agreement between the Australian government and emerging economies in Southeast Asia. The fostering of educational opportunities for students from these countries was one way in which this program could be supported. Rising costs led to a review of the educational subsidy program. The resulting change to policy in the 1980s that allowed for full-fee paying students created the foundation of the education export industry. Full-fee programs developed in tertiary institutions, secondary schools and technical colleges. A corollary to this was the spread of private educational organisations, such as English language schools and business colleges, which emerged to provide ancillary services supporting the expansion of tertiary education programs. The success of these programs saw earnings from the export of educational services grow rapidly in the 1990s (Meadows 2011 ). Since that time, the education industry has expanded to become the largest service export industry and the fourth largest export earner overall (ACCI 2011 ).
Although exports of services such as education and travel have grown, the trade in services in general has not diversii ed to the same extent as it has domestically. Table 17 .3 indicates the relative signii cance of key services exports.
Of note is the business services share of total exports. While there has been a signii cant growth in the global trade for producer services, Australia has not shared in this expansion. The producer services share of exports has remained fairly static since the 1980s (BCA 2007 ) . Australia has a welldeveloped service sector but it occupies a minor place in service-sector trade globally. This is particularly the case for producer services. O'Connor and Daniels ( 2001 ) suggest that particular issues in the home and host countries explain this state of play. They argue that, on the one hand, Australian companies have not matured to the stage where they can operate ef ectively in international markets for producer services. On the other hand, the trend in the services trade has been increasingly focused on the ASEAN region where the demand for producer services domestically has not fully developed.
The alterations in the regulatory environment over the last two decades of the 20th century have had far-reaching implications for the service sector. Attitudes to service provision, frameworks of service delivery and expansion of services markets have altered in response to pressures for change. The service economy that is emerging in the 21st century will be very dif erent to that of the previous century.
Conclusion
The service sector is an essential part of the Australian economy. In the 19th century, the expansion of agricultural and industrial activity encouraged the development of a variety of services to producers that formed the basis from which the current suite of services evolved . Urbanisation and the emergence of a middle class in the middle of that century were associated with growth of a range of other types of services. Transport, utilities, tourism and personal services, revolving around the demands of growing urban communities, added to the growing sophistication of the service sector. Employment and output measures point to the growing importance of the service sector throughout the 20th century. By the end of that century it accounted for three-quarters of the output and four-i fths of employment in the Australian economy.
Service-sector trends provide an understanding of factors inl uencing the maturation of the economy and the impact of changes in the organisation of industrial and business activity. The adoption of a multidivisional business model , for example, led to the outsourcing of many ancillary services. This provided an environment in which producer services could expand and more readily adopt new technology. The progressive development of the retail sector, from the small shopkeeper in the early 1900s to the emergence of large retail stores in the 1920s, shopping malls in the 1950s and retail conglomerates in the early 2000s, provides an insight into the adaptive processes of change . The decline of the domestic servant and the rise of a wide range of personal services rel ect the socioeconomic impact of increased workforce participation among women and the growth in two-income families. The heterogeneous nature of services has made it dii cult to develop an understanding of the true nature of the contribution of this sector. Early explanations of the pattern of growth suggest that supply and demand factors are key determinants inl uencing the development of the service sector. Since the 1970s a variety of new methods of classii cation have broadened our understanding of the linkages between the service sector and other sectors of the economy. It is now apparent that aggregated approaches to measuring productivity do not give a full picture of the impact of services on economic growth. It is also evident that the service sector is contributing a lot more to capacity building than the statistics would suggest. The link between service industries and professionalisation has provided the basis for higher-level activities that support economic growth . The professions have played a vital role in furthering knowledge systems. The ability of lawyers, accountants, engineers and others to incorporate new knowledge into the services they provide has been a key element in the growing sophistication of economic structures and institutions. Furthermore, the role of services in promoting innovation and technological development has been underestimated . While it is clear that not all types of services are technology producers, those that are have contributed to innovations that have provided the platform for future economic growth.
The service sector is an integral part of Australia's economic landscape. Not only does it represent a major source of employment and value added, but it also contributes to economic development in a host of ways that are not always apparent. The growing sophistication of service industries in the i rst decade of the 21st century suggests that this sector will continue to provide the prerequisites for future growth and development.
